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COST AND MANAGEMENT 


Changing Conditions in Merchandising 


By C. L. BURTON 
President, The Toronto Board of Trade 
Vice-President, Simpson’s, Ltd., Toronto 








(This address was prepared by Mr. Burton for the annual dinner of 
Toronto Chapter on March 21st, but owing to his illness it was read on 
that occasion by H. H. Bishop, an official of Simpson’s) 





UR industrial accomplishments in the production of 

commodities are so marked that I have thought, even 

in the face of a danger of wearying you, to follow the sub- 

ject from the earlier days of industrial expansion in Europe. 

The fourteenth and fifteenth centuries were notable 

in the history of Europe for the revival of learning—a 
period known as “The Renaissance.” 

The Church and the Empire of the Middle Ages had so 
darkened and dulled civilization that art and industry had 
gradually entered a state of coma. 

This great dark period of suspended animation, so far 
as human enterprise was concerned, was followed by a 
movement which originated in Italy and which spread 
rather rapidly and in a pervading way throughout all 
European countries. 

Just as the United States set up their particular stand- 
ards of liberty and of social and political life; just as Eng- 
land threw off the irresponsibility of the absolute potentate 
and the feudal lord and established free parliamentary in- 
stitutions and responsible government, even so in the earlier 
centuries did the Continental countries of Europe emerge 
from their bondage of ecclesiastical and feudal despotism. 

In fact our British and American development is the 
finest flower from this earlier and rougher plant. 

The great endeavour of man to reconstitute himself as 
a free being, involving assistance which he secured from 
Greek and Roman literature, revealed itself in a reassertion 
of the human mind and senses. 

It, as well, opened the door to self indulgence. It in- 
volved the conquest of this planet as a place of human occu- 
pation and determined the earth’s development for the 
benefit and comfort of mankind, in the physical sense— 
Established man’s right to use the earth and to enjoy it. 
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Development took place in increased number of nation- 
alties—languages, in invention and in the application of 
paper, the mariner’s compass, gunpowder and printing, in 
exploration of other continents, in the adoption of the 
Copernican system of astronomy, etc. 


Italy was not only first in this development but passed 
through all the stages of educational development, improve- 
ment of social manners and diffusion of wealth. Their 
literary, artistic and social refinements were spread all over 
Europe, not, however, free from the brutality of lust, trea- 
sons, poisonings, assassinations and violence. 

Spain, France, Germany, Holland, England and other 
lands of Europe and lands beyond the seas were all affected 
by this great movement. Architecture, sculpture, painting, 
the work of the smith, the weaver, the dyer and the potter 
were developed anew. 

The Arts of the Orient, the near East, Greece and Rome 
of old, were all resuscitated and re-expressed. The Arts and 
Crafts of the middle ages were transformed and the founda- 
tion of a new industrial world was laid in which hand- 
wrought commodities, of every conceivable use, were pro- 
duced. 

To the hand crafts of the Monastery, to Ecclesiastical 
metal work, was added all manner of metal ornamental 
articles and such secular productions as the new life of 
liberality and license demanded. 

Religious tapestries were succeeded by tapestries de- 
picting every human activity or emotion. 

Embroideries, enamels, works in marble, stone and 
ivory—carvings in wood, mosaics, work of the engrosser, 
all inspired enterprise throughout the awakened Europe. 

Europe in consequence of these fundamental experi- 
ences may be said to be the Mother of the hand produced 
human need. 

Elementary hand made needs bear little affinity to the 
highly developed improved wares of to-day produced by 
standardized processes and by the million. 

What a writer has called “the instinct of workman- 
ship” has played its part. 

Modern times began with the Era of Handicraft and 
gradually developed into the Machine Age of our day—the 
day of the labour saving device. 
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Handicrafts 

Following Italy’s beginning, industries of the handi- 
craft order grew greatly, giving rise to trading on a rapidly 
increasing scale and presently to an era of business enter- 
prise of unprecedented spirit and scope. 

Central Europe ran through the same cycle of indus- 
trial growth and commercial enterprise. 

Princely ambitious dynastic wars, religious fanaticism 
exerted their baneful influences and reversed, or retarded 
for generations, the first interesting developments. 

The material sciences, fortunately, together with Ger- 
man and French scholarships, kept enterprise alive, but the 
lead was in the course of time handed over to Great Britain. 
Britain was fortunate in her insular position of isolation 
and safety from invasion and the intermittent raids which 
were the bane of continental peoples. 

Free to devote her energies to steady development, 
Great Britain assumed the leadership of the world’s trade, 
a position she has maintained even up to this present day. 
Technology and enterprise gave the British the lead in the 
field of machine production, so that while in the earlier 
periods England was notoriously behind the continent of 
Europe in wealth and culture, she steadily forged ahead, 
acquiring a special genius for world trading and assuming 
the position of creditor to all the world. 


The Machine Age 


The machine age has revolutionized the entire world of 
industry. 

Whereas for a generation or more England dominated 
the machine-production field, her position has been chal- 
lenged by various countries of Europe, and nowhere so 
definitely as on the continent. Even in Asia important 
economic and industrial revolution has been in progress— 
witness the fact that Parsees now produce cotton materials. 
They, together with the cotton mills of China and Japan, 
have brought consternation to many industries of other 
lands which formerly exclusively controlled the cotton trade 
of these over-populated ancient lands. 


The era of the factory system of large scale industry is 
our era. 


CHANGING CONDITIONS IN MERCHANDISING 


What wonderful developments have crowded upon us in 
these last days. Daily count of articles sold and daily order- 
ing of counter needs—such things are a far cry from the 
old days of dealing in hand made articles which had to be 
contracted for a year or more ahead of sales opportunity. 

While it is true that the great bulk of our needs are 
supplied from domestic sources, still it is true that Foreign 
Lands supply us with much of the distinctive and the ex- 
clusive. 

The farther we are from the staple need, the less we 
care about price or value, the more the foreign article ap- 
peals. One writer has referred to “our present indifference 
to money, to the cost of things, to the greater emphasis on 
eratification.”” The change in the Selling appeal opens the 
way for the foreign made product. 

Notwithstanding exacting Customs valuations and 
tariffs and agitation for support of home industry, there 
continues a keener and keener interest in the article of 
foreign make—the thing that is “different” and therefore 
desirable from the customer viewpoint. 

Thousands of “different” articles from countless foreign 
sources are available to the enterprising business. This 
merchandise is, generally speaking, of the prestige building 
kind. This field gives the publicity department something 
“romantic” to present—provides real news. 

The present unsettled mind, growing out of the war, 
the extravagance of the individual accustomed to spending 
“war wages,” the high power advertising programs, and 
latterly a continued high average earning or spending 
power, have combined to make the program of merchandis- 
ing but a passing show. 

As an illustration of the changing conditions in business 
of the present day, would quote from “Business Has Wings” 
as follows :—‘‘Makers of hairpins, combs, hair nets, corsets, 
knit underwear, cotton stockings, hose supporters, lingerie 
and petticoats have come down to work in the morning only 
to find that the business they have built up by years of hard 
work has vanished into thin air overnight.” 

“A hotel bathroom can be completely refinished in an 
afternoon and used for its legitimate purpose next morning; 
a floor done one day may be walked on the next.” 

“Bread making, another staple home indus 
generations the standard test of the ability of the h« 
has suddenly shifted to the chain bakers.” 


stry, for 
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“Some industries seem basic. One would imagine the 
ice business belonged in that class, but meanwhile engineers 
have been experimenting with artificial refrigeration for 
domestic use, many homes are equipped with electric re- 
frigerators. A quarter of a million electric refrigerators 
have been installed in homes in the last four years. 

“The iceman calls no more.—Don’t wash, send it to the 
laundry.—6,100 engines—no change Toronto to Montreal— 
100 cars to a train—Everyone with a car and now more 
two-car and three-car garages.—Bobbed heads with per- 
manent waves.—Everything a women wears in a four ounce 
package.—Your sermon over the radio.—Your mail by air 
route.—Colour and design breaking down sales resistance.”’ 

Changing conditions in merchandising demand more 
scientific handling—more self thrown into service—more 
moral purpose, more and more dependable publicity, out of 
such stuff comes volume, profits and success. 

There is still place and profit for the earnest merchant 
who gives his best service and who knows his business. HE 
it is who meets the changing conditions without dismay and 
still serves and prospers. 


Education For Business 


“Tt still seems to be true that public school pre-supposes 
a high school course, a high school pre-supposes a university 
course, and while in our commerce schools and technical 
schools we have valuable institutions, it is probable that we 
have much progress to make along the lines of requiring no 
time to be given to any subject where there is not an ade- 
quate appetite and interest on the part of the student.” 

Business is accused of requiring for money making pur- 
poses purely scientific and technical training as against cul- 
tural training. 

“T venture to suggest there is nothing more needed to- 
day in business to meet the changing conditions in mer- 
chandising than that from our schools should come into 
business life, those who have been equipped with the best 
cultural training, even classical training which our schools 
and universities can provide.” 

The quality above all which is necessary for accomplish- 
ment is the ability to compass in thought, within the short- 
est space of time, and in the most thorough fashion, the 
problems which present themselves, and, on the other hand, 
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to have such ability to think, accompanied by the sort of 
human quality which spells influence, enables a person to 
put into effect with enthusiasm and the full co-operation of 
others such measures as his mind conceives. These qualities 
are not necessarily in those who are purely technically 
trained, in fact it was the speaker’s conviction that they 
are more likely to be exemplified in the person who has the 
more classical or cultural training. 

Almost all waste is caused by failure on the part of 
those who have it in their power to serve well or to serve 
badly in the various enterprises which constitute the ser- 
vice which we expect to render to one another. 

Waste and poor service are almost synonymous in 
merchandising. 

It is the omission by those who fail in business to ask 
themselves what principles should be observed in the con- 
duct of their business that spells failure. Having asked the 
question and answered it to themselves they have either 
failed to measure themselves by the principles laid down or 
have lacked faithfulness, conscience or courage or physical 
or financial strength to carry out their undertakings. 


Larger Production 


We may say the first years of the century have been 
extraordinary for the great development that has taken 
place in the Hydro-Electric Power Development. This is 
not only true in Ontario; it is true in practically all countries 
of the world. Another great instrument which has come 
into very general use is the internal combustion engine, 
_ which means that we have in small space a very usable unit 

of power. These and other forces added to all of the other 
means and methods which experience has accumulated for 
us have enabled us to produce our needs in large quantities 
and at a greatly less cost compared with the volume pro- 
duced and the cost of such commodities but a few years 
since. 

Thus, it is to-day that the housewife and in fact all 
members of the family have at home and at their work, con- 
veniences and luxuries which a generation or more ago were 
not even available to the kings of the earth. 


Farm Dividends Stationary 
Factory production, therefore, can be said to have 
shown a very material development along economic and 
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scientific lines. The purchase, transportation, distribution 
and sale of natural products in the way of animals, vegetable 
and grain produce have not been conducted so that the pro- 
ducer reaps a reasonable reward for his labour and hazards. 
In fact, in the field of distribution the last few years has 
shown but a very small development. 


Retail Distribution 

The late Charles P. Steinmetz had pointed out that 
while up to say 1918 there had been great strides in pro- 
duction there had been no corresponding revolution in the 
distribution of commodities. 

Even after the advent of our great general department 
stores and mail order systems there continued our old hit 
and miss small store now so sadly hit by the big fellows 
and by the chain store systems. 


Hit and Miss Stores 


May we examine the raison d’etre for the existence of 
many retail stores? 

Is it not the fact that most of our smaller retail stores 
are a result not of demand by the public nor because of 
economic necessity, but rather because of real estate 
speculation in new areas which seem to bring an opportunity 
to the speculative store builder, and what is the result? 
Row upon row of empty shops—a standing invitation for 
some one to enter upon the hazardous life of retailer. 

All very well if the storekeeper knows his line and is 
serving the publie after a reasonable period of training and 
experience. 

All very well if the embarking storekeeper has sufficient 
capital to swing his project while his public is becoming 
acquainted with and gaining confidence in his establishment 
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and testing his service. 

But how many can answer these tests? 

Statistics, if available, would doubtless show many 
casualties,—most of them are due to: 

1. Lack of capital. 
Lack of character. 
Lack of experience. 
Lack of imagination and 

5. Absence of good accounting. 

The exciting retail days of war and immediate post war 
days have passed into history and with them have disap- 
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peared ali such artificial conditions without regard to the 
qualifications of those engaged in trade. 


Business Has Wings 

Early in the year a very illuminating article in the 
Atlantic Monthly told of the quick and radical changes 
which business had to take into account to-day, saying: 

“The present indifference to money, to the cost of 
things, fewer appeals to thrift, greater emphasis on gratifi- 
cation, the logical result of abundant money, shorter hours, 
the five-day week, higher wages, and the utter disappear- 
ance of the old-time price levels for staples, have changed 
the entire selling appeal of many products.” 

“Chemists fooling around with the vast stock of nitro- 
cellulose left over after the war and seeking to find a peace- 
ful use of it discovered a new sort of finish that is not paint 
or varnish or stain or enamel, but shows symptoms, at least, 
of one day displacing all of them.” 

“As it develops a crisis may confront linseed oil plants, 
flax growers, zine and lead mines, varnish makers, import- 
ers of kauri gums, turpentine distillers, and a legion of in- 
dustries whose products are the raw materials of the paint 
and varnish makers.” 

“Business is to-day the profession. It offers something 
of the glory that in the past was given to the crusader, the 
soldier, the courtier, the explorer, and sometimes the martyr 
—the test of wits, of brain, of quick thinking, the spirit of 
adventure, and especially the glory of personal achieve- 
ment.” 


Chain Mail Stores 

The modern large store of many departments, the mod- 
ern mail order business and modern chain store have all 
come into existence, growing out of the inevitable demand 
for a more efficient service and more economic distribution. 

I want to quote you some of the implications that follow 
from the transformation in quantity production and stand- 
ardization of operation which have entered into factory 
economy to which I have already alluded as summarized by 
F. W. Shibley of New York in an address upon “The Banker 
and the Budget.” 

“Have you appraised properly the marvelous develop- 
ment which has taken place within the last quarter of a 
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century in machinery and the means for producing electric 
power ? 

“Have you seen a bank of twenty-four broad automatic 
looms grinding out sheetings and tended by but one weaver 
and a helper? 

“Have you seen a continuous automatic machine housed 
in one building produce 2,000 finished automobile frames in 
one day from sheet steel, its actual workers being iron men, 
its human attendants being a limited number of skilled 
mechanics observing its operations? 

“Have you seen an automatic gear cutting machine 
receive a blank gear from the hands of a common workman, 
perform twelve distinct functions, deliver the finished gear 
to its man and simultaneously record on a chart the time 
of its functions and in addition spit oil at the man if he fails 
to deliver the blank or receive the finished product at the 
proper moment? 

“Have you seen 900 beautifully finished and elegantly 
equipped automobiles of an average price of $1,700 roll out 
of one plant in a single day? 

“Have you witnessed five paper making machines pro- 
duce newsprint at the rate of 250 tons in twenty-four 
hours ? 

“Have you seen 50,000 k.w. of electric power produced 
per day in a moderately sized building from powdered coal 
with only a few men walking about leisurely? 

“If you have seen such miracles performed you must 
have sensed the significance of quantity production and 
wondered what was to be the economic and social result of 
this rapid evolution of machinery and power production. 

“Have you not been impressed by the thought that 
quantity production would fill up one of these days the world 
reservoir of consumer capacity to purchase unless there 
were found a way to control production that it would bal- 
ance constantly with consumer demand?” 


How to Succeed 


Let us now examine the elements which should be taken 
into account in entering the retail business. First we must 
have capital—no one should enter business putting the onus 
on either his customers or his creditors, and while it is very 
tempting for a young man or for that matter for an older 
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man, who has never seemed to get out of the beaten track 
to venture into business for himself, it is seldom that success 
follows any enterprise which starts off without capital en- 
ough to pay for the establishment and merchandise with 
which he begins his trade. 


Cheap Money 

The plethora of cheap money may help business, but 
may be its worst enemy if it tempts to expansions beyond 
the demand reasonably to be expected or the spending 
power which is likely to be maintained. 

Neither will the combination or merger benefit the 
public unless it has in it more than the exploiters desire to 
cash in while the goings good. 


Opportunity 

Opportunity to enter business should be judged from 
the standpoint of the need for the service about to be 
rendered, and this thought involves the question of whether 
or not the field of such service is already more than occu- 
pied. In my earlier remarks in which I have referred to 
Hit and Miss stores, this might be taken into account in 
considering this phase of the business problem. 


Good moral standard and reasonable experience are 
necessary. It is possible, although not probable, that a 
business with plenty of capital, but lacking in moral stand- 
ard, may succeed. 


One reason for the solid growth of some of our big 
- establishments is the maintenance of good standards and 
the recognition by the public of such a safeguard to their 
shopping. 

There is still reward for moral dependability as reflect- 
ed in goods and service. 


There is still reward for the man ready to serve who is 
able to serve by reason of experience and willingness to 
work. 


Emerson said “A successful institution is simply the 
lengthened shadow of a single man.” 


Businesses which experiment upon the public instead of 
serving from experience are responsible for high expense 
ratios and narrowing margins. 
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Turnover and Net Results 


The common practice is that this year’s turnover and 
net results form the criterion for future operation—for next 
year’s activities. 

Such a hypothesis was quite all right before the war 
because everyone did the same thing, and ups and downs 
were moderate enough to enable the astute merchant to 
follow the changes and adjust himself to the various situa- 
tion. 

Even during the war and during the after inflation 
“comparison with last year” was quite safe because increase 
in volume of sales and increase in gross exceeded the in- 
crease in expense—result—always more net. 


Enter Budgeting 


The precipitous fall in values affecting inventories and 
commitments and involving loss in some cases running into 
millions, the loss of purchasing power due to sharp adjust- 
ments in employment, in wages and in profits wiped out all 
basis for calculation, hence the modern business budget. 


Some were slow to adopt this new idea, some were too 
late—so much the worse for them. 

Those who did budget and based their estimates, not 
on last year, but upon the prospects of business as judged 
by existing conditions of commodity markets, purchasing 
power, employment, etc., were those who weathered the 
storm with the least amount of jettisoned cargo. 

“A budget may be termed the composite brain of a 
business on paper, and the operation of a business under the 
control of the budget, the function of this brain.” 

“Control is the magic word of the future. Control of 
production is the safeguard of the economic situation.” 

“The control of production does not limit or restrict 
consumer capacity to purchase. On the contrary it in- 
creases and extends such capacity through the discovery of 
new markets revealed by sales analysis and through an 
elimination of waste caused by the senseless sacrifice of 
excess stocks of merchandise.” 

Budgeting is, however, a study in itself and I must 
leave it, but its effect upon “Changing Merchandising” can- 
not be over-estimated. 
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MERCHANDISE 
By Milton Hayes 


Merchandise! Merchandise! Tortoise-shell, spices, 
Carpets and indigo—sent o’er the high seas; 
Mother-o’Pearl from the Solomon Isles— 
Brought by a brigantine ten thousand miles. 
Rubber from Zanzibar, tea from Nang-Po, 

Copra from Hayti and wine from Bordeaux; 
Ships, with top-gallants and royals unfurled, 

Are bringing in freights from the ends of the world— 
Crazy old wind-jammers, manned by Malays, 
With rat-ridden bulkheads and creaking old stays, 
Reeking of bilge and of paint and of piteh— 
That’s how these ocean-girt islands grew rich; 
And tramps, heavy laden, and liners untold 

Will lease a new life to a nation grown old. 

Hark to the song of the shuttle and loom, 

“Keep up your commerce or crawl to your tomb!” 
Study new methods and open new lines, 

Quicken your factories, foundries and mines, 
Think of what Drake did, and Raleigh and Howe 
And waste not their labours by slacking it now; 
Work is life’s currency—earn what yow’re worth, 
And send out your ships to the ends of the earth. 
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Costs in Photography 


By CHARLES RICE 
Rice Studio, Ltd., Montreal 





(A paper read before the Ontario Society of Photographers, and re- 
printed here from the “Bulletin of Photography”) 


- iggwmsinl years ago some politicians passed a bill with 
reference to canal transportation for the New York 
State Government, which meant an expenditure of over one 
hundred million dollars. Fortunately, those who knew their 
business, from a cost standpoint, made wiser counsels pre- 
vail and the money was never spent and thus taxes never 
wasted. To know the cost of transportation saved the day. 

While politicians, without knowledge of the relative 
cost of coal, do some ranting at appropriate periods about 
the export of coal to Canada, especially when there is a 
shortage, those in the business know what Scotch and Welsh 
Anthracite would cost laid down in Canada, and believe it 
would take very little to lose the Canadian market. So if 
our U.S. friends are cold sometimes, let them take cold com- 
fort in the fact that they are short of coal because the Am- 
erican coal operators are tenaciously holding the Canadian 
market against the British product. These operators know 
the relative cost, and that is why they act that way. Cost 
is the basis of their policy. 

In the meantime, our photographer is working up a 
very fine print of the Woolworth Building from a negative 
he has made under great difficulty and at great cost. And 
now the print is finished and he shows it to the owner of 
the building. 

“How much?” asks the owner. 

Then the photographer puts on that David Harem smile 
and wonders just how pleased the customer is with the 
picture and how much he would be willing to pay. 

The photographer does not work on the basis of cost, 
and the surprise is that he gets along so well. 

But the printer worked in the same way for years, and 
his plant was about the same size as that of the photo- 
graphic studio, with his foot press and power press all 
housed in the cellar, but one day, like the prodigal, when he 
had eaten up all his substance, he came to himself. He 
began to think about costs and organized societies where 
they exchanged information on costs and standardized their 
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costs and thought and dreamt and slept with cost—until 
the Government intervened, because he so successfully 
standardized costs, eliminated any decent competition—and 
made so much money. 

The printer now houses himself in ten storey buildings 
and illustrates, photographs, photo engraves, book binds and 
does one hundred and one things no more foreign to his own 
trade than they are to the photographer. There is no more 
reason for the printer to do Fashion Photo work than the 
photographer to do printing. They both started with small 
plants; but the printer put in the cost system—and grew by 
adding department after department in perfect safety, while 
the photographer kept in his isolated splendour among the 
finer arts. 

And I suppose he thinks he is so much more artistic 
than the printer! But both the printer and myself have 
grave doubts about it when we see the beautiful reproduc- 
tions and illustrations shown in our magazines. One only 
needs to look at the beautiful sepia tones supplied in the 
weekly papers to realize where we stand, when they can 
make such work from publication prints of our own nega- 
tives. 

I am not going to discredit the progress we have made 
from the old Tintype studio on wheels, but please remember 
what the job printer was at that time, and ask yourself if 
he had any better opportunity or any wider scope than the 
photographer; especially when the basis of a good deal of 
his illustrating is the photographic process. 

Then what happened when we let the motion picture 
business slip from our hands? The answer is that we did 
not have a system of costs in our establishment, with the 
result that we could not estimate on work with any degree 
of accuracy and with any assurance of profit which we could 
reinvest with consequent growth in our business. 

Of course, photography is an art—have we not been 
trying to persuade ourselves in convention after convention 
that it is so—I only wish we could as easily convince the 
landlord and stock dealer. 

There are three reasons that come to me which prevent 
the more general practice of estimating costs in studios. 

First—That it is considered an art and not a business. 

Second—That it has never been done. 

Third—The element of mysticisms with reference to 
costs in general just amounts even to superstition. 
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you that we have 
- 4 inaugurated a cost 
_4 system that is satis- 
factory to us, any- 
one should there- 
fore be assured that 
the superstition can 
be dissolved. For this reason I am submitting our system 
—but any other will do, so that it is not necessary to explain 
it in great detail. 

We use a system which attaches the proofs of the 
order (by a gum strip to a long yellow sheet. On the back 
of this sheet, which is No. 1, we have a form printed, which 
is No. 2. You will note Form No. 3 is the printer’s, and he 
is dealing with order No. 33500 shown in Form No. 1, and 
you will see that his printing cost (45 cents) is shown on 
Form No. 2. 

The printer has his work-sheet (No. 3) tacked up in 
front of him, and when he determines the labour cost, for 
instance, of this order, 45 cents, he enters it on his work- 
sheet No. 3 and on Form No. 2. 


The total of the labour cost is entered on Form No. 4, 
and for this order you will note it is $5.58, and the plan is 
to get, if possible, this total labour cost to equal the total 
payroll, which applies to direct or manufacturing labour 
cost. 

You will note that the totals of No. 4 are recapitulated 
on the same form as No. 5—the week ending October 20th. 

While we have used actual figures, I have not filled all 
the figures out which would necessarily make the total, but 
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they are in our original records on file in the office. I call 
it a balancing cost system to the payroll, and insofar as it 
does not do so, the matter is always forced upon my atten- 
tion. The work sheets are an incentive to the workmen, 
and they like them and insist that everybody should use 
them. 

We have nothing which discloses to us in such a con- 
vincing manner the leaks and inefficiency in our business, 
and these forms will show you not how well we are running 
our business, but how badly. I am not at all proud of things 
or satisfied, only insofar as I think they would measure 
fairly well with most studios that I know of. 

For instance, refer to Form No. 3. You have the happy 
idea that your printers do much better work and make you 
more prints than our man, Stewart. Just draw out a similar 
form and put it in front of your printer or yourself. You 
may beat it by so little that you will get more interested in 
costs. 

To revert to Form No. 2: I think that the figures are 
fair, after adding 25 per cent. to direct labour, according to 
our annual figures, and to add 66 2/3 per cent. for overhead. 
You may think it is high, but I find most concerns in other 
lines (who do some retailing and manufacturing, as photo- 
graphers may be described) have determined 66 2/3 per 
cent. or more, in consultation with their auditors. Some 
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Of course you may want to take on work as a “filler,” 
which will keep the staff going, keep down overhead and all 


that sort of thing. 























printer who determined that even 128 per cent. was not too 


even go as high as 100 per cent., and I have heard of a 
high. 
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I am assured, however, that if the photographic trade 


was thoroughly convinced of its costs, the photographer 


would soon get tired of doing so much work merely for over- 


head and advertising. 
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Let us have some sense about this thing, let us look up 
and down the country at our trade and we will find that the 
photographer who actually refuses a lot of work makes more 
money than the one who is trying to do everything that 
comes along. In the first instance, the man retains his 


FORM 6 
RI Ez § TU (¢) L pe ae! 
PROFIT & LOSS STATEMENT - YBAR ENDING FEBRUARY 28TH 1923 
OMPAR 
2. ° 
By Sales 62, 002.65 88,342.52 61,258.96 
To Cost of Material 2 37.9 0,182.64 
TOTALS $ : $ $52,076.32 
To Sealeries, wages, Kent $7,144.32 38, 283.99 36,108.78 
& Other Expenses 
To Depreciation Furn.é& 1,588.32 1,336.95 -1, 364.05 
Fix. etc. 10% 
To Loss on sale of Furn. 595.98 ag me 
& Fix 
To written off Bldg. 446,63 “s = 
Improvement A/c 20 
To Bed & Doubtful 642.15 696.06 1,570.72 
A/cs W/o less $250.00 
Transferred from Reserve 
To Advertiding 1,585.02 2,374.82 1,718.98 
To Life insurance Prem. 860.50 es a 
To interest, Bonuses, 3,253.59 2,594.42 3,153.39 
Xmas Gifts, etc. 
To Cute & Halftones 249.90 249.90 
Written off 46, 200.b0 45, 006.14 43,955.60 
Dedeuct; Fire Loss Adj. 5 
43,454. 
EETT LOSS 1,729.23 
m NETT PROFIT 5n.898-225 1841-98 





$44,576.27 $49, 204.39 $51,076.32 


profit; in the latter case, the man cancels his profit with his 
losses. 

Our Form No. 5 shows, in all conscience, losses in com- 
parison with the profits, and believe me, it is hard enough 
to improve the figures in those last columns. It takes 
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eternal vigilance to keep the loss figures down, and I am 
thankful to the docket for being able to show in black and 
white how certain work does not pay or even incurs a loss, 
and it makes it possible for us to decide with much more 
intelligence which is the most profitable work, how to do it 
the most economically and how much to charge. 

My figures for overhead and direct labour were based 
on Form No. 6, and in passing I may say that this form is 
worth consulting, for it gives the total figures for the year 
1921, ’22 and ’23. By the time we had a net loss in the past 
year, it was time to give costs some serious consideration. 
The result has been that the figures for 1924 are much im- 
proved, through having just a few hundred more sales, a 
few hundred less cost of material and few hundred less ex- 
penses. 





THE TREND OF PRODUCTION COSTS 





Vital Information for the Production Manager, the Pur- 
chasing Agent and the Cost Accountant 





OMMODITY prices have weakened slightly in the past 
few months. Compared with a year ago, they are 
about two per cent. lower. The principal declines from 
April to June were in grains, rubber, sugar, vegetables, furs, 
hides and skins, milk, eggs, wool, silk, lead and tin. 
A few commodities have gone up, notably the following: 
Fruits, livestock, boots and shoes, meats and poultry, cotton, 
copper, silver, zine, lime and cement. 


Producers’ materials at the end of June averaged about 
the same as at the end of March, but about two per cent. 
below June, 1927. For the building industry they were up 
a little, because lumber had advanced slightly. For meat 
packing they were higher, but for the fur industry and flour 
milling they were lower. Cost of materials for other major 
industries show no important change. 

Goods for consumption averaged about two per cent. 
lower, due chiefly to declines in milk, vegetables, sugar and 
other commodities mentioned above. Manufactured lines, 
especially clothing, averaged higher. 
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Index Numbers of Commodity Prices 
June March June 
1927 1928 1928 














Producers’ Materials (for building) .................... 148.0 147.8 150.2 
Producers’ Materials (for mfg.) eccccccccnsneee 148.1 147.0 147.2 
Producers’ Materials, all . .. 150.6 147.2 147.7 
Consumers’ Goods (foods, beverages and 

tobacco) 157.5 154.4 148.6 
Consumers’ Goods, other 150.5 153.6 155.2 
Consumers’ Goods, all ae 154.4 154.1 151.5 
All commodities 153.5 152.8 150.2 





For the above index numbers, the averages for 1913 are taken as 100. 


Employment is unusually plentiful, according to latest 
reports. The index number, based on employers’ returns as 
at July 1st, was 116.3, compared with 112.4 the previous 
month and with 108.4 on July 1st, 1927. Trade unions re- 
port an average of only 3.7 per cent. unemployed in June, 
compared with 5.2 per cent. in May, and with 5.2 per cent. in 
June last year. There were 21 strikes and lockouts in exist- 
ence in June, involving 2,901 employees, these figures show- 
ing little change from the previous month or from a year 
ago. Eleven of these were carried over into July; they 
were as follows: fur workers, Toronto; two involving em- 
broidery workers, Toronto; ladies’ clothing factory workers, 
Toronto; plumbers, Kingston; sheet metal workers, Kings- 
ton; structural iron workers, Toronto; teamsters, Edmon- 
ton; rubber factory workers, Montreal; clothing factory 
workers, Montreal; carpenters, Winnipeg. 

Business throughout Canada is very active, and pros- 
pects are for a record grain crop. Money has become some- 
what tighter. New capital, both for short term loans from 
banks and for permanent investment, is not so readily avail- 
able, and rates are slightly higher. 
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Standard Costs—For Profit-Making 


By ERIC A. CAMMAN, C.P.A. 
Peat, Marwick, Mitchell & Company, New York 








(An address before the Typothetae Cost Accountants’ Association, 
New York) 





HE use of standard costs is a great advance in the 
development of industrial accounting methods towards 
making these a helpful instrument of management. The 
time is not far off, if it is not already here, when the 
accounting department will be recognized to be of as much 
importance in the control of business as other departments 
formerly regarded paramount. Advances in methods will 
bring this about. 

In view of the fact that the word “standard” is used 
in different senses, it should be understood that for our 
present purposes the subject is not uniform costs. The 
uniform accounting methods which have been developed 
by the United Typothetae of America are called a “standard 
method” of accounting, and properly so; but we are now to 
study an accounting system using basic standards of cost 
as a method, apart from uniformity in the practice of such 
method. 

The aim should be, of course, to bring the standard 
costs as close to a practical ideal as possible. It is obvious, 
however, that they must ever be approximations of perfec- 
tion under given conditions at a giventime. Therefore it is 
a mistake to tinker with the standard costs perpetually to 
try to incorporate exactly the effect of countless minute 
changes that change again before they can be figured. The 
object should be to find out the variances which are taking 
place from basic standards of reasonable expectations; to 
find the trends of these variances and their effect upon 
profits. 


The Definition of a “Standard Cost” 


Applying this principle, a standard cost may be defined 
as the manufacturing specifications of an article priced and 
extended at fixed, basic rates for the components of ma- 
terials, labour and expenses. The extensions are the stand- 
ard costs of the elements; the sum is the standard cost of 
the article. 


23 








COST AND MANAGEMENT 


Having clearly in mind what a standard cost is, the 
next logical thought is to ask: Why figure it when it is after 
all not the real thing, not an actual cost? Why not con- 
centrate effort entirely on finding the actual cost correctly 
in the first place, instead of going to the trouble of figuring 
an imaginary cost and then having still to find the true cost? 

No satisfactory answer is to be found in the trite state- 
ment that a true cost is a debatable if not an impossible 
thing to obtain, owing to the necessity for arbitrary appor- 
tionments among elements of cost, so that refinements of 
calculations become merely elaborations upon initial assump- 
tions. 

The answer will be found by considering the fact that 
actual costs, no matter how precise and correct, expressed 
alone are inadequate for industry’s requirements. Able 
accountants for many years have devoted their efforts to 
advancement in the art of finding actual costs correctly, 
with notable progress that need not now be reviewed. Yet 
the bald fact remains that, with all this progress, the re- 
sulting data are of limited practical help in managing a 
business, when unaided by devices to interpret the data. 
Comparisons with other past periods are helpful but not 
enough. 

The true import of tabulated actual results becomes 
apparent only through a process of reasoning by an execu- 
tive who has long experience and a thorough knowledge of 
the business; he reads the figures by reflection, as it were, 
in a mirror which dissolves actualities into variances and 
trends. He must do this before the figures mean much in 
the way of constructive help and guidance. As this is 
usually the farthest removed of the “musts” crowding for 
attention, it is deferred for a more opportune time which 
seldom comes, and he receives less help from accounting 
data than he should, or sometimes even than he can get by 
other more direct and simpler contacts and signs. 

Assuming that you will agree with me that this is so, 
why is it so? Why is the presentation of actual results 
alone inadequate? Because of a few fundamental condi- 
tions. 

Industrial World Ever-Moving 


The industrial world is merely one in a universe of 
moving worlds composed of cyclic systems from the smallest 
to the largest conceivable; from the amoeba of the biologist 
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and the etheron of the physicist to the sums of the astrono- 
mer. All things of which we know are in motion, and 
there can be no exception of the things sought to be ex- 
pressed in the world of business by tabulated actual figures; 
by finite figures, let it be remarked, which can only ex- 
press the state of affairs at a given instant under momen- 
tary conditions, all moving. Imagine catching the drift of 
a movie through still pictures thrown on the screen once 
each minute! 

These moving activities are not separate individual 
things but are all interrelated and interdependent in com- 
plex ways. All life is rhythmic and cyclic in tendency, and 
the effects we see—the results we try to portray—are the 
consequence of the peculiar combination of rhythm and 
deviation from rhythm which obtains. If we can control 
the combination we can produce the effect, in proof of which 
we need only look about at scientific achievements—alter- 
nating current, the radio wave—or if we can understand the 
combination we can foretell the effeet—as weather-forecast- 
ing, timing eclipses, ete. Perhaps the connection will at 
first seem remote, but it really is not, for again industrial 
activities cannot be treated as exceptional to these funda- 
mental conditions. While we cannot yet comprehend the 
laws or control the forces governing industry and commerce, 
we can at least recognize the truth that all our problems are 
problems of proportions between moving activities, and 
Shape our accounting efforts accordingly. 








Clearly it is not so important to know what products 
cost as it is to know what they cost in relation to what they 
sell for; and in relation to what they were expected to cost 
and sell for. How much is produced is of interest only in 
proportion to how much is sold; how much is sold, in pro- 
portion to how much was expected to be, or should be, sold. 
And so on, throughout all the detail of a business, we will 
find that no one fact or circumstance means anything by 
itself, and no list of all of them in the form of tabulated 
figures which add is illuminating. for the reason that pro- 
portion cannot be expressed in absolute terms. 

Thus we come naturally to the relation of actual costs 
to basic standard costs which express in fixed dollar values 
the proportion expected to obtain in any present combi- 
nation of circumstances. Against such a background vari- 
ances and trends can be brought out, and their effect and 
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probable future effect on profits reasoned. To a certain 
extent the causes of variances can be shown, rather than 
their effects merely. Is it not evident that by this method 
the burden of analysis and interpretation can be lifted from 
the executive, by the simple expedient of recording in the 
form of standards the knowledge and experience that he 
would otherwise have to read into actual figures in order to 
get at their meaning? 


The standard cost method, which we shall presently 
examine more specifically by the aid of a hypothetical case, 
lends itself well toward overcoming some of the defects in 
former methods of cost accounting. Chief among these are 
over-emphasis upon job costs and excessive refinement of 
distribution and computation. By over-emphasis upon job 
costs I mean the design of accounting procedure having as 
its principal end the ascertainment of the actual cost of a 
particular job after it is finished. This usually results in 
building up elaborate systems that can be of little practical 
help in current management or in deciding future courses of 
action. By aiming at the variances from expectations in 
the elements of cost, the standard cost method permits the 
furnishing of data sooner and in a manner to be of aid in 
controlling what the job costs shall be. 


To focus these general remarks into a concrete exam- 
ple (that is not at all comprehensive in scope but may be 
helpful in following the application of the principles which 
have been described) there is given below a set of assumed 
figures. Table I, ‘Data required,’ contains eleven simple 
figures all readily obtainable by any method with the excep- 
tion of item 9. The figure shown against item 9 is derived 
by pricing production at previously established standard 
costs each or per thousand. Table II, “Resulting ratios,” 
shows certain ratios, all based on the figures given in Table 


I. It may be interesting to follow the calculation of the 
ratios. 


Table I—Data Required Table II.—Resulting Ratios 
Capacity A B 
1. Machine hours ........................ 1,000 to budget to standard 
1” ENTE Se ee eeaenenenee 1,500 88.2 126 
Budget 66.5 95 
BRIO os ccsccas cccesecccrccones $1,200.00 75.2 107.4 


4. Supplies and expense... 1,800.00 
5. Standard cost ................. $3,000.00 
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Actual costs 
6. Wages .. ee ..$1,058.40 
cc Supplies ‘and expense... 1,197.00 





S; Aetna COSt ssccccsscssccccsscosscooss $2,255.40 





Operations 
9. Production priced at 
standard cost per M....$2,100.00 


~1-] 
i a) 


10. Actual machine hour................. 770 110 
11. Machine _ effective- 

Gn Se ee 91 
12. Actual man howyrs................. 1,260 84 120 


18. Man effectiveness.....83.3 
14. Wage scale level......105 

The first ratio to be calculated is that of output. The 
production (item 9) in terms of standard costs, is 70% of 
the budget (item 5). The ratio 70 will be found against 
item 9 in column “A.” 

All the other ratios in column “A” may now be found 
in the same manner by dividing the “actual” figures by the 
“capacity” or “budget” figures for corresponding items. For 
example, wages (item 6) actually stand at 88.2% of the 
budget (item 3). 

The ratio of actual wages to budget, 88.2, contains the 
influence of a change in output. To remove this influence 
we divide the wages ratio 88.2 by the production ratio 70 
and find that the ratio of actual to standard wages for the 
work actually done is 126 (item 6, column B). In other 
words, 88.2% of budgeted wages were paid for 70% of 
budgeted production. 

The actual machine hours (item 10) stand at a level of 
77 to the budget, and inasmuch as this occurred at the same 
’ time that output stood at 70, it will be clear that 110% of 
standard machine hours was used. It therefore follows that 
the machine effectiveness (item 11, column B) is 91; i.e., 
the reciprocal of 110. 

In the same manner man effectiveness is found to stand 
at a still lower level, namely 83.3. This ratio is obtained 
by dividing the man hour ratio, actual to budget, 84 (item 
12, column A), by the production ratio 70, indicating that 
actual man hours were 120% of standard and then taking 
the reciprocal of this. A shorter method of figuring the 
effectiveness ratio directly is to divide the output ratio 70, 
by the man hour ratio 84. 

An interesting ratio that cannot readily be obtained by 
any other means is the one shown as item 14, column B, 
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wage scale level, 105. It means that average hourly earn- 
ings are higher than standard, a condition the propriety of 
which might well be questioned in view of the fact that man 
effectiveness is so low. The wage scale level ratio is ob- 
tained by dividing the ratio of actual to standard wages, 126 
(item 7, column B), by the ratio of actual to standard man 
hours, 120 (item 12, column B). The reasoning is that only 
two circumstances have combined to produce the ratio 126, 
and these are: (1) possible changes in the hourly ratio and 
(2) possible changes in output per capita. The ratio 126 is 
an “end ratio,” so if we know the ratio on one of the two 
component factors the ratio on the other may be found by 
division. 
Useful Barometers on Current Events 

To what do these calculations lead? To several inter- 
esting uses. First, the ratios themselves are useful bar- 
ometers on current events, bringing out the variances which 
are taking place. Second, the ratios obtained successively 
over a period of time also will denote the general trend. 

They may be used singularly or in pairs. For example, 
supplies and expenses (item 7, column A) stand at a level 
of 66.5 at a time when production stands at a level of 70 
(at standard), indicating a healthy control over indirect 
expenses. The effect of this control is observed in the cost 
ratio 95 (item 7, column B). 

Third, an advantageous use of the ratios is to interpret 
variances by causes, in the manner shown in Table III, 
“Resulting interpretation of variances.”” The figures shown 
in this table account for the entire difference between actual 
and standard costs of production. The difference in the 
aggregate may often be reduced by the compensation of 
component variances. 


Table Ili ——Resulting Interpretation of Variances 





15. Actual cost of production $2,255.40 
16. Standard cost of production 2,100.00 (Losses) 
HM. Increase actual over standard ($155.40) 
Supplies 
Cause of variances Wages Expense Total 
18. Machine effectiveness decreased ... ($126.00) 
19. Man effectiveness decreased ................($168.00 ) 
. Wage scale increased (50.40) 
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22. Expense level decreased ........ 603.00 
23. Capacity unused ............... ' ($414.00) 
24. Net variance actual vs. standard ........($218.40) $638.00 ($155.40) 
25. Production under budget ...... 360.00 540.00 900.00 
26. Net variance actual vs. budget $141.60 $603.00 $744.60 


It should be mentioned at this point that for the sake 
of simplicity item 9 in Table I, “production priced at stand- 
ard cost per M., $2,100.00,” is assumed to contain wages, 
supplies and expenses in the same proportions as the orig- 
inal budget (items 3, 4 and 5). Therefore the $2,100.00 
is made up of $840.00 standard wages and $1,260.00 stand- 
ard expense. 


We are now ready to figure the variances in Table III. 
Machine effectiveness decreased (item 18) by 10‘, because 
actual machine hours stand at 110% of standard (item 10, 
column B). Accordingly the standard expense in production 
contains a 10% loss, $126.00. 


Man effectiveness decreased (item 19). Machine hours 
stand at 120° of standard (item 12, column B). Accord- 
ingly the standard wages in production contains a 20‘¢ loss, 
or $168.00 (20% of $840.000 in item 9). 


The wage scale level increased (item 20) standing at 
105 (item 14, column B). This involves a loss of $50.40 
($1,058.40/105><5). 


Item 22: the expense level decreased, showing a saving 
in expenditure of $603.00, this being the difference between 
the $1,800.00 budgeted and the $1,197.00 spent. 


Unused capacity (item 33) is 23%, inasmuch as 77% 
(item 10, column A) of available machine hours were actu- 
ally used. 28% of the budgeted expense, $1,800.00, is 
$414.00. 


Determining Deviations From Budget 


The algebraic sum of these separate variances equals 
the total difference between actual and standard costs. If we 
now take into account the standard cost of production for 
the capacity that was not used (item 25) we shall derive 
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the amount by which the actual costs deviated from the 
original budget. 


Thus far we have not given consideration to material 
variances. Table IV, “Material Variances,’ shows how these 
are computed. 

Table 1V.—Material Variances 


27. Material required, at standard cost ................. 700.00 
28. Material used, at standard cost 2200.20.00... 805.00 
29. Material usage ratio and variance ................ 115 ($105.00) 
30. Material used at actual COSt once 164.75 
81. Price ratio and purchasing variance ........... 95 40.25 
82. Material cost ratio and variance. ............... : 109.8 ($64.75) 


The foregoing description covers only in part the uses 
of a standard cost method of industrial accounting designed 
along these lines. Please observe that there is no sacrifice of 
actual costs by substituting “standard costs,” but rather 
that each supplements the other. 


This does not mean that existing channels of obtaining 
data and existing methods of accounting must be scrapped. 
On the contrary if these are good they should be retained 
and merely transformed to embody standard costs. Some 
of the features which have been described will eventually 
take the place of former methods of presentation so that 
the transformation when complete will furnish better data 
in simpler ways with less effort to get and to use them. 





BOOKS AVAILABLE 


HE following books in the library of the Society may be 
. borrowed, one at a time for a period of two weeks each, 
by any member who sends 10 cents in stamps to cover post- 
age. 
Donations of books to the library of the Society will be 
gratefully accepted. 


Address correspondence to the Society’s office, 81 Vic- 
toria Street, Toronto, Canada. 
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“Horse Shoes” 


By FRANK WILBUR MAIN 
(From The Certified Public Accountant) 


BAR of iron is worth but a few dollars. When made 
A into horse shoes its value increases to several hundred 
dollars; when converted into cutlery it becomes worth thou- 
sands of dollars; when converted into watch springs its 
value again increases tenfold and it is valued at tens of 
thousands of dollars; and when made into delicate surgical 
and dental instruments its value may become hundreds of 
thousands of dollars. 

Bookkeeping is the bay of iron with which we all work. 
When we convert it into balance sheet audits and ordinary 
accounting services, we are turning our bar of iron into 
“horse shoes ;” when we go into special cost work or similar 
specialized accounting service we are converting our bar into 
“cutlery” and perhaps into the higher valued instruments. 

Answering again the oft raised question as to what is 
wrong with the accounting business, we might well say that 
we are making too many “horse shoes.” The competition 
in the manufacture of “horse shoes” by certified public 
accountants and public accountants has resulted in very 
unsatisfactory business for many accounting concerns. The 
remedy, as this writer sees it, is not in any agreement, as is 
often proposed, for the maintaining of prices, but rather the 
conversion of our bar of iron into “cutlery,” “watch 
springs,” and “surgical and dental instruments.” 

There is more potential accounting business than can 
possibly be taken care of by several times the present num- 
ber of certified public accountants if the thought and atten- 
tion of accountants generally can be directed to the fact 
that there is not only greater possibilities of service, but 
much greater financial remuneration in doing the more diffi- 
cult things rather than hurrying and scurrying to obtain as 
many “horse shoe” jobs as it is possible to get. 








